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Member Services:
Not to Be Missed!
This month, the large
firm supplement kicks
off a new series spot
lighting some of the
many resources available
to AICPA members. In
each issue, we will list
information about and
contacts for products,
services and assistance
that can benefit you and
your firm. See page A4
for the first installment
in this series.

Long-Awaited Single Audit
Guidance Arrives
The U.S. Office of Management and Budget
(OMB) has issued final single audit guidance
(see p. 4 of The CPA Letter for details on how
to obtain this guidance) that the audit commu
nity has been anxiously awaiting. This guid
ance is essential for the implementation of the
Single Audit Act Amendments of 1996. This
article, which is a follow-up to one that
appeared in the May large firm supplement
(page A3), summarizes the guidance issued by
OMB and the ongoing AICPA efforts to pro
vide additional auditor guidance.
Here are the key pieces of OMB
guidance:
OMB Circular A-133. A final
revision to OMB Circular A-133,
Audits of States, Local Governments,
and Non-Profit Organizations, was issued in
the June 30 Federal Register, and was effec
tive for audits of fiscal years beginning after
June 30, 1996. The revision incorporates
changes that were necessary to comply with
the Single Audit Act Amendments of 1996,
including the expansion of the scope of the
Circular to cover states and local governments
(the Federal Register notice rescinds OMB
Circular A-128, Audits of State and Local
Governments). One of the most significant
changes from the Apr. 1996 revision to the
Circular (see the June 1996 CPA Letter) is that
auditors will now be required to complete and
sign the data collection form (see discussion
below).
Federal agencies were given 60 days to
adopt and codify Circular A-133. Even when
they have not, auditors should still follow the
revised Circular.
Compliance Supplement. The OMB
issued a provisional OMB Circular A-133
Compliance Supplement that supersedes the
existing Compliance Supplements, Compliance
Supplement for Single Audits of State and

Local Governments, and Compliance
Supplement for Institutions of Higher
Learning and Other Non-Profit Institutions. It
includes approximately 25 of the largest fed
eral programs and has been expanded to offer
guidance for auditors to follow in the event
that a federal program to be audited is not
included. Other significant changes to the
Compliance Supplement were described in
the May large firm supplement.
The Compliance Supplement was issued
in provisional form so that it could be
used for June 30 single audits and so
that interested parties could review
and comment on it. OMB anticipates
issuing a final Supplement sometime
during 1998 to incorporate comments
received on the document, as well as
to increase the number of federal programs
that are included.
Data Collection Form. The Federal
Register notice also included a draft version of
the data collection form that must be jointly
completed and signed by the auditor and the
auditee. This form requires auditors to sum
marize the results of the audit, audit findings
and questioned costs. Audi tees are required to
provide information about the awards that
they administer, the results of the audit and
certain other general information. The com
pleted form must be sent to the Federal
Clearinghouse along with the reporting pack
age. OMB planned at press time to finalize the
form sometime in late summer. OMB has
stated that until it is finalized, reporting pack
ages should not be sent to the Federal
Clearinghouse.
The AICPA has also been busy develop
ing related guidance for auditors. Here is the
status of its efforts.
New Statement of Position. A new
Statement of Position (SOP) being developed
continued on page A2
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continuedfrom page A1 — Single Audit Guidance
will provide guidance on the auditor’s responsibilities, including
auditor reporting, when conducting a single audit or a program-spe
cific audit. Reporting is an area that has changed significantly under
the new requirements. No longer will auditors have to issue 6 to 10
reports for a single audit. Instead, the SOP will illustrate only 3:
• Report on the financial statements and the Schedule of
Expenditures of Federal Awards.
• Combined report on compliance and internal control based
on the audit of the financial statements as required by
Government Auditing Standards.
• Combined report on the consideration and testing of internal
control over compliance related to major federal programs,
and on compliance with laws, regulations, and provisions of

Making the Most of Change
"The firm will merge with another practice.’’
“We’re completely upgrading our technology to increase productivity.”
“We are expanding professional services to include management
consulting and personal financial planning.”
“The staff can now take advantage offlexible work arrangements.”
No firm can thrive on the status quo. Surveys indicate that 80% of
American businesses are undergoing at least one major business
transformation and that managing change is the most common
challenge facing organizations today. Firms that antici
pate and prepare for change and turn it into an advan
tage can seize opportunities more quickly than their
competitors.
Transitions may affect a firm’s size, structure and
culture. Some firms are so overcome with implement
ing organizational change that they overlook possible hurdles, such
as employees’ reaction. This can be a costly mistake because it can
alienate the very people needed to make the change work. By
knowing how to work with your staff as a team throughout the
process, you can more effectively enlist staff’s necessary support
and facilitate change that works not only for your firm but also for
the people who make your firm successful.

AICPA
contracts and grants related to major federal programs.
A final SOP is expected to be issued sometime this fall. Watch
future issues of The CPA Letter for further information.
Illustrative Report Examples. Since the SOP will not be
out until the fall, the AICPA has made illustrative reporting
examples available on both the AICPA fax hotline and the
AICPA home page (see p. 4 of The CPA Letter for details on how
to obtain this guidance).
Nonauthoritative Implementation Guide. This guide will
provide auditors with a more detailed “hands on” look at how to
perform single audits and program-specific audits under the new
requirements. A number of illustrations will be provided. Watch
future issues of The CPA Letter for further information.
Do not underestimate staff members’ potential resistance. Listen
to their concerns as different phases are implemented and keep
them informed and involved as the plan proceeds. Increased staff
involvement provides them with a feeling of power and control
over the change and diminishes ambiguity. If possible, meet with
staff individually so that they can ask candid questions about any
new responsibilities, increased workload, or future opportunities
at the firm. Responding to concerns directly will not only dimin
ish resistance but may also even energize staff.
Implement training programs when there are new responsibilities
or procedures. Consider training for senior management in how
to function as change leaders and respond to
employee concerns.
• Do not delegate important transition responsibilities
to non-senior staff. If senior management is not
visibly involved when change occurs, that sends a
strong message to all employees that the changes
are not important enough for their commitment.
Recognize staff contributions using rewards, such as bonuses, theater
tickets, employee excellence awards, informal notes and
letters (with a copy to the employee’s personnel file), lunch or dinner
for two, an announcement in the firm newsletter or recognition at
staff meetings or in another public forum. Staff who believe their
efforts are appreciated are more enthusiastic supporters of new efforts.
Alternate change with periods of stability. Introduce each phase
of the plan at a rate that guarantees enough time for your employ
ees to learn new concepts and patterns of behavior and to provide
feedback to management.
Appoint the firm administrator or another staff person to serve as
an ombudsman for the program. This employee can be responsi
ble for maintaining firm flexibility and employee satisfaction and
assisting staff in resolving any change-related problems.
Eliminate obstacles to plan implementation by making judicious
organizational changes. Recognize “sacred cows” and deal with
them as need be. In other words, just because something has become
a habit or a time-honored practice doesn’t mean it is right for the
firm’s future. Examine time wasters, energy drainers and obsta
cles to plan effectiveness. Monitor the adequacy of staff support.

professional
issues

Implementing Change

When implementing any kind of organizational change, it’s impor
tant to create policies and procedures that are consistent with the
firm’s resources, organizational structure and services. If the initia
tive is improperly planned and poorly implemented, it can become
time consuming and troublesome. Typical problems include a drop
in productivity and morale, staff conflict over turf issues, subtle
sabotage by those who are resistant to the process, difficulty in
reaching consensus, increased administrative costs, and damage to
the firm’s reputation. If left unaddressed, these problems can under
mine an otherwise advantageous change.
To enhance the chances of success, adhere to the following
management strategies:

continued on page A3
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• Visit work areas and remain visible. Give top managers the time
to get involved in the process so that the staff perceives them as
more accessible and interested in their welfare.
• Engage in team-building activities, such as luncheons, open
houses, firm outings and intergroup meetings.
• Do not be consumed by the change. Assume a business-as-usual
approach while recognizing that business is far from usual.
• Continue to reward excellence, praise efforts as well as results,
keep collections current, submit timely and complete assign
ments, monitor bad debt and firm expenses, and clearly explain
any fee increases to clients.
• Gather information about the success of the initiatives. Survey all
employees—and clients, if appropriate—to learn their reaction to
the change. Provide feedback to staff on any problems identified.
Remain alert to any negative consequences of the change. Never
hesitate to reevaluate progress and, if necessary, redesign your
plan. However, avoid premature changes to your plan.
Depending on the size of your firm and the extent of change, it
can take from one to three years to see positive, tangible results.

Notice to Practitioners on Communications with
State Insurance Regulators
On Nov. 3, 1995, the AICPA issued Statement of
Position (SOP) 95-4, Letters for State Insurance
Regulators to Comply With the NAIC Model Audit
Rule, to provide guidance to auditors on the form
and content of communications with state insur
ance regulators. Such communications are required
by the National Association of Insurance
Commissioners (NAIC) Annual Statement Instructions Requiring
Annual Audited Financial Statements, which incorporates the
Jan. 1991 Model Audit Rule (Regulation) Requiring Annual

Preparing for Future Change

Since organizational change is inevitable for most firms, make every
effort to guarantee that the best possible conditions exist within to
accommodate it. One of the optimum ways to create a changefriendly workplace is to choose highly skilled staff and leaders who
understand the diverse needs of a new workforce and know how to
keep them motivated. Make a concerted effort to recruit, retain and
develop employees who are adaptable and flexible, understand
many different aspects of the profession, and are able to acquire new
skills as the firm changes. Such employees see new challenges not
as career obstacles but as opportunities for personal and professional
growth. Those who are able to adjust to change, kindle enthusiasm
and function as members of the new team will become your most
valued employees and, ultimately, the leaders of your firm.
—Mark Murray, JD
Mark Murray is the author of numerous books on practice manage
ment, including Violence At Work: How to Safeguard Your Firm,
published by the AICPA, product no. 090430CLB9.
Audited Financial Statements. The guidance in the SOP was
effective for audits of statutory financial statements for periods
ending on or after Dec. 15, 1995.
Although the SOP was reviewed and cleared by
the NAIC prior to its issuance, when the letters were
issued for the first time in 1996, several states raised
issues on certain language in paragraph 9d of the
illustrative qualification letter which appears in the
SOP. The issues have been resolved and the illustra
tive accountant’s letter of qualifications has been
revised to reflect those changes as follows (Note that deletions
appear as struck-out text and additions appear as double
underlined text):

accounting
& auditing
news

Illustrative Accountant's Letter
of Qualifications

To the Board of Directors of GHI Insurance
Company:
We have audited, in accordance with
generally accepted auditing standards, the
statutory financial statements of GHI
Insurance Company (the Company) for the
years ended December 31, 19X1 and 19X0,
and have issued our report thereon dated
[date of report]. In connection therewith,
we advise you as follows:
a. We are independent certified public
accountants with respect to the
Company and conform to the standards
of the accounting profession as con
tained in the Code of Professional
Conduct and pronouncements of the
American Institute of Certified Public
Accountants, and the Rules of

Professional Conduct of the [state]
Board of Public Accountancy.
b. The engagement partner and engage
ment manager, who are certified public
accountants, have [ ] years and [ ] years,
respectively, of experience in public
accounting and are experienced in audit
ing insurance enterprises. Members of
the engagement team, most (some) of
whom have had experience in auditing
insurance enterprises and [X] percent of
whom are certified public accountants,
were assigned to perform tasks commen
surate with their training and experience.
c. We understand that the Company intends
to file its audited statutory financial
statements and our report thereon with
the Insurance Department of [name of
state of domicile] and other state insur
ance departments in states in which the

Company is licensed and that the insur
ance commissioners of those states will
be relying on that information in moni
toring and regulating the statutory finan
cial condition of the Company.
While we understand that an objective
of issuing a report on the statutory finan
cial statements is to satisfy regulatory
requirements, our audit was not planned
to satisfy all objectives or responsibilities
of insurance regulators. In this context,
the Company and the insurance commis
sioners should understand that the objec
tives of an audit of statutory financial
statements in accordance with generally
accepted auditing standards is to form an
opinion and issue a report on whether the
statutory financial statements present
fairly in all material respects, the admit
ted assets, liabilities, and capital and surcontinued on page A4
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Member Services: Don't Miss Out!

AICPA members can save time and money
and expand their professional expertise by
taking advantage of some of the wide vari
ety of resources available to them through
the Institute. In the next several issues, this
supplement will regularly highlight services
of special interest to members in large firms.
Below are a few of your options:
Affinity Programs. Special discounts on
numerous products and services. Contact
Michele Rodin at 212/596-6126; e-mail
mrodin@aicpa.org
Continuing Professional Education. For
information on conferences and courses,
call 800/862-4272

The Institute also has technical staff
with expertise in areas of importance to
CPAs in public practice. Here are contacts
in some key fields:
Accounting and Review Services. Judith
Sherinsky 212/596-6031; jsherinsky@aicpa.org
Accounting Standards. Andrea Smith
212/596-6166; asmith@aicpa.org
Assurance Services. K. Casey Bennett
212/596-6146; kbennett@aicpa.org
Audit and Attest Standards. Thomas Ray
212/596-6006; tray@aicpa.org
A full list of services, including all of
the affinity and insurance programs, is pub
lished regularly in the Inside AICPA section
of the Journal ofAccountancy.

AICPA
Obtaining Other Supplements

To obtain any of the other CPA Letter sup
plements, members can either look for
them on the AICPA Web site after Sept. 16
or use the AICPA faxback system.
www.aicpa.org/pubs/cpaltr/index.htm
201/938-3787; key in these numbers
at the prompt (documents remain on
faxback for two months after publication):
Sept issue
Medium Firms: 1551
Small Firms: 1552
Business & Industry: 1553
Finance & Accounting: 1554
Internal Audit: 1555
Education: 1556

continued from page A3 —Accountant’s Letter of Qualifications
plus, results of operations and cash flow in
conformity with accounting practices pre
scribed or permitted by the Insurance
Department of [name of state of domicile].
Consequently, under generally accepted
auditing standards, we have the responsi
bility, within the inherent limitations of the
auditing process, to design our audit to
obtain reasonable assurance that errors and
irregularities that have a material effect on
the statutory financial statements will be
detected and to exercise due care in the
conduct of the audit. The concept of selec
tive testing of the data being audited,
which involves judgment both as to the
number of transactions to be audited and
the areas to be tested, has been generally
accepted as a valid and sufficient basis for
an auditor to express an opinion on finan
cial statements. Audit procedures that are
effective for detecting errors, if they exist,
may be ineffective for detecting irregulari
ties. Because of the characteristics of irreg
ularities, particularly those involving
forgery and collusion, a properly designed
and executed audit may not detect a mater
ial irregularity. In addition, an audit does
not address the possibility that material
errors or irregularities may occur in the
future. Also, our use of professional judg
ment and the assessment of materiality for
the purpose of our audit means that matters
may exist that would have been assessed

differently by insurance commissioners.
It is the responsibility of the management
of the Company to adopt sound accounting
policies, to maintain an adequate and effec
tive system of accounts, and to establish
and maintain an internal control structure
that will, among other things, provide rea
sonable, but not absolute, assurance that
assets are safeguarded against loss from
unauthorized use or disposition and that
transactions are executed in accordance
with management’s authorization and
recorded properly to permit the preparation
of financial statements in conformity with
accounting practices prescribed or permit
ted by the Insurance Department of [name
of state of domicile].
The Insurance Commissioner should
exercise due diligence to obtain what
ever other information that may be nec
essary for the purpose of monitoring and
regulating the statutory financial position
of insurers and should not rely solely
upon the independent auditor’s report.
d. We will retain the workpapers= prepared
in the conduct of our audit until the
Insurance Department of [name of state
of domicile] has filed a Report of
Examination covering 19X1, but no
longer than seven years. After notification
to on instructions from the Company, we
will make them the workpapers available
for review by the Insurance Department

of [name of state of domicile] at the
offices of the insurer, at our offices, at the
Insurance Department or at any other rea
sonable place designated by the Insurance
Commissioner. Furthermore, in the con
duct of the aforementioned periodic
review by the Insurance Department of
[name of state of domicile], photocopies
of pertinent audit workpapers may be
made (under the control of the accoun
tant) and such copies may be retained by
the Insurance Department of [name of
state of domicile].2
e. The engagement partner has served in
that capacity with respect to the
Company since [year that current
“term” started}, is licensed by the [state
name] Board of Public Accountancy,
and is a member in good standing of the
American Institute of Certified Public
Accountants.
f. To the best of our knowledge and belief,
we are in compliance with the require
ments of section 7 of the NAIC’s Model
Rule (Regulation) Requiring Annual
Audited Financial Reports regarding
qualifications of independent certified
public accountants.
This letter is furnished solely for filing
with the Insurance Department of [name of
state of domicile] and other state insurance
departments and should not be used for any
other purpose.

1Section 13 of the Model Audit Rule defines workpapers as follows:

Workpapers are the records kept by the independent certified public accountant of the procedures followed, the tests performed, the information obtained, and the conclusions reached pertinent to the
accountant’s examination of the financial statements of an insurer. Workpapers, accordingly, may include audit planning documentation, work programs, analyses, memoranda, letters of confirmation

and representation, abstracts of company documents and schedules or commentaries prepared or obtained by the independent certified public accountant in the course of his or her examination of the

financial statements of an insurer and which support the accountant’s opinion.

2Refer to AICPA, Professional Standards, vol. 1, AU sec. 9339, Working Papers: Auditing Interpretations of Section 339.

